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EFFEGTS OF THE KORTAN OVERATIONS O THE TCONUCLIC SITUATIOL
OF THG CHINGSE QALLUNIST RECTUE
(Contributicn to HiB=32)

The following analysiz of the effects of oparations in Korea on the
economic situation of the Chinese Camwaist reglme has been prepared on
short notice on the basis of inznedia‘hely avallobls information. In 'the
time allotted us, we have been zbie to mmster very little reliable evidence
23 to the direct impact of the Noraan war on the economy. We bolieve thatb
the fragmentary indications givan balcw could be supplemen‘tad by a goed
deal of additional material if time and rescurces were ¢ be allocated to
a more extended study of this problen.

Sumar
Immediately availsbls ovidence doos not indicate that so far the

Korean conflict by ltself hes had mmuch adverse effect on the cconomic situe~

tion of the Chinese Commnist regime. However, whiles prosecuting the

Korean war, the raglme has been coniveated with contimudng inflationary

' pressures, has become dopsndemnt on iho Soviet Orbit for some milltary and:

civilian requirements, and, because «f Western export conirols, has been

denied access to some raw mabteriuls apd machinary and is threatened with

tho loss of access to othars, Tihe =cpglme has also, because of the war,

been prevented from carrying ocut muciiaeeded rehabilitation. and reconsizue-

tion programs throughoult the countery. It has been concentrating on increased

industriel production in North China and Wancluria. However, this is largely

militery, and purchases of materials end equipment for such purposes might

othaerwige have been used to improve e cconomy,

Gemaral
W I Pl 2 S

Even befors the Korean war, the new Chinose Commumist regime was
presented with widespread coonomic problems. Therse was o great shortage
of civilian consumer goods and capital. equipment. A murber of industrizl
facilities were idle because of lwmproper maintenance and lack of raw materials.
In wany instances the machinery was damaged beyond repalr or had beem romoved
from the plants, This occurred, for example, during World War II with tho
importent power ond mamfecluring etuipment in Manchuria. Despita this
siteation, the Commwmisi rogime was ¢ampslied to devote its major atiention
%o relief menmures o aid millions of wnemploysd and particulariy to mili‘m

preparedness and opsrations-—all bafere the Koraean confemsnT nO. .
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The national econcry had, therafore, already been seriously affected
by defense and reconstruction requirements before the Korean war and there
had not yot been opportunity for a postwar readjustment of agriculiure,
1sbor and industry, Howsver, it should be kept in mind that predominantly
agricultural countries, particularly China, are not &s susceptible to
economic dislocations due to war as are industrially advanced countries.

Industey

Although the rehabilitation of industry in Vanchuria has been speeded
up, including some plants and equiprent removed from Shanghal and Tientsin,
China's military effort has undoubtedly retarded the non-milltary portions
of her industrial reconstruction program. There has been increassd
activity in industrlial plants to minimize the effects of export controls,
particularly in the iron and steel, machinery, metal. products, shipbuilding,
and textile industries supplying military needs,

Forty-three percent of budgeted expenditures in Mapchurla is for indus-
trial investment, Plana provide for an increased production of pig iron, -
copper, aslectric motors, machine tcols, cotton gpindles and looms. The
vaine of the 1950 output of lanchuriats state-operated enterprices was
sstimated to be 195 percent of the 1949 cutput.

Thare was & four-fold increase in electri¢ power consumpiion in
Shanghas. in November 1950 as ccmpared with March-April 1950, Tientsln
reglstered a 25 parcent increase in September 1950 over the previous year
with demand exceeding supply. Much of Shanghalfs electrical machinery pro-
duction was send to lanchuria to replace Soviet Tamovalse

The Chinese Commmnists are now operating about 33 nain argenals and
about 40O minor arsenals, the lattes being largely mobile repair plants. The
North China arsenals are the major producers of munitions. The lukden
argenal is the most important and is reported to be cuwrrently employing
20,000 workers and producing about 70 percent of all shells, gremnades,
and mines,

The more advancod and heavier iypes of machinery in China are mainly
of Japanese, US, and UK origin, Tha Soviet Union cannot be of much assis-
tance in supplying replacement parts, and there are indications that it is
furnishing machinery and equipment,

Agriculture

The withdrawal of manpower and draft animals from Hanchuria may result
in a 10 percent reduction in the agreage of food crops secdod for harvest
in 1951, Under normal weather conditions, this acreage can be expected to
produce about bl million metric tons which, together with an estimated
carryover of about 800,000 metric tans, can moet the usual domestic
civilian requirenents of about 15,1 million metric tons. The relatively
gmall uncovered military requirements can be met from the civilian supply.
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Present indications are that tha food crop of China proper in 1951
will be 6 porcent greater than in 1950, Should this estimate prove
correct, the strategic position of food in China's plans need not cause
any changes in policy, This does mot preclude the possibility of the
usual fomines in certain localities resulting from causes not directly
raelated to the Korean war.

Patroleun

Tmports, almost entively from non~Orbit sources, have always provided
the major portion of petroleum produats inm China, These are now linmited
to0 supplies received from the USSR, as the Korean war has virtually
eliminated all imports from non-Ordit sources. Total avallabllity 1s
estimated at not more than 1 million metric tons, including indigenous
production of crude and petroleum substiwtes,

China is neither economically nor militarily mechanized, Hence lte
economy is not semcitive t0 a decrease in petroleum supplics. Requirements
and supplies may now be spproximately in balance, but any further military
requirements may necessitate additional. imports from the USSR.

Labor

Because of its vast labor pool the oconomy of China has not been
adversely affected by ccmmitments of manpower to support the Korean war,
TAth a total labor force of about 125 million males ab present, an addi-
tional 50 million males over 10 years of age, and unemployment, there
should be no shortage of lzbor, '

Industrial workers in Manchuria increased from 1.2 million in October
1949 to 1.4 million in Jume 1950. There has alweys been a Seasonal
deficiency in agricultural lsbor in Manchurla, but 1f normal movaments
from North China interfere with military transport, the shortage can bs
met by the use of reserve military troops and the recruitment of additional
women and youth in the area, : ‘

Sovist specialists have been employed in stecl mills and metal
industries, and in machinery plants in Shanghai and Tientsin,

Inflation

The Commnist regime, even before the Korean war, had difficult
financial problems, The Parity Deposit Unit (a newly invented costeof-
living index) and the price of rice had increased about 100 percent
between January and larch 1950, and the officlal price of Chinese currency
dropped from JUP# 21,000 to JMP 140,000 for one US dollar., A steady
improvement thereafter until Decamber was reflected by a decline of 10

¥ Jin 1in Plao, -3 e
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percent in the index and in the prise of rice, and an exchangs rate of
JiP 30,000, As of 30 March 1951, the exchange rato moved upward to
JuP 20,810 for one US dellar withmi a corresponding improvenent in the
cost-of=3iving index, -

Tictory bord salss were forced upon the business community and the
publie, and excessive penalties wore instituted for tax evasion axl delayed

tax payments,

Inflationary pressure is also refiected in deposits of government and
non-government bonds, bank deposits, and loans to industry, It is estimated
that government reverme from all sources covers only about L0 percent of
state exponditures. :

Foraign Trade

Chinese imports from non-COrbit countries for the first six months of
1950 ars estimated to have been US £129 million, and for the last six
. months, US $370 million, It is not posaible to assess with accwracy tho
value or the volume of imports in either period dovoted io -the support of
«¢he Xorean war, but it may be assumed, considering thedr rature and the
civoumstances of purchase, that at Jeast 50 percent was used primarily to
satisfy military requirements for a fighting war as opposed to maintenancn
of forces in being, HNormal Lmpord and consumption patterns have obviously
been altared to meet the enlarged military demandse '

It 1o estimated, for exmmple, thet sbout 80,000 lorg tons of cruda
rabber, normal peacotims raquirements for aboub three years, wers imported
in 1950, This represents an expendifure of more than US $100 million,
which probably resulted in very 1ittle if any benefit to the national
sconomy, Ferrcus and nonferrous metals, mamifactures, machinery, and
madical. and pharmacentical preparations with a total valus of abaub
US #1285 million and from. non-Sovict sources could probably be listed
as rilitary rather than as civilian requirements, A normal poscatine
import requirement of aboul one ‘mi1lion bales of cotton was reduced to
about 400,000 bales during 1950. Strategically important fmports during
the last half of 1950 were chemicals, pharmacenticals, rubber, pefroleum
products, sulphur, vehicles and paris, metals, tires, rallway ralls,

\ gegper, tinplate, precision instrumdnts, machinery, textiles, and textile
ibers. ) V

Many of these items were purchased in quantitles greatly in excess of
either normal requirements or of the capacity of processing facilities,
soms were purchased at prices higher than the world market warrantel, some
wore smuggled into the country, ard some moved on to the Sgwiet inien in
axehange Yor mamufactares. The extant to which stocks have hoem Tuilt up
in China on which her industry cer drew if all non-Orbit supplias are cub
off depends on what partion of Chira's recent abnormal imnoris has gons cn
to tno USSR. Unfortunately good ovidence is not available Lo estimate wls
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movement, (Nearly all tungaten concentrates, antimony, molybdemm, and
tin production moves to tho USSR.)

Internal Transportation

A tomporary effect of the Korcan war on rail transport in China was
tho suspension of some non-xwilitary Wraffic on trunk lines duxrding the
summer and antum of 1950 when there ware largs initial troop movements
to Lanchuria and Korea, There are no indications that subsequent military
traffic in China has had an appreciable adverse effect on the movement of
esgsential or jmportant commodities,

Econamle. Develapment Program

No over-all rehobilitation and development program has been amounced,
although the Chincse Communists hove indicated that a Soviet type of Five-
Yoz Plan ig in preparation.

Alid Obtained from the USSR

The most significan%t aid which China has been receiving from the USSR
is in the form of petroleum products, farmerly imported from non-0rbit
sources, pharmaccuticals and minitions, and other military suppliez and
items of indirect milltary usage., Such supplies and items, received in
axchange for Chinese foodstuffs and raw materials, consist of alreraft,
liquid fuels, firearms, radioc equipment, tanks, trucks, automobiles, and
steal PlatQSQ '

There is no evidence that Soviet railway equipment has beon obtained
begyond that which would have been secured under normal peacetime conditions
or under trade agreememts concluded before the Korean war, IExXcept for some
technical assistance and itdns of produstion equipment and machinary, no
ald has hoan requested from the USSR in comnection with ferrous and none
ferrous metals. China does recaive same refmed metals {rom tho USSR in
exchange for minerals,
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